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CPA

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, NY 10036-8775 (212) 575-6200 Telex: 70-3396

January 20, 1986

Dear Practitioner:
I have enclosed the 1985 tax return practice aids which were pre
pared by the AICPA tax division. The package includes tax return
preparation and review checklists for individual, partnership, S
corporations and C corporations, as well as a sample engagement
letter.
These practice aids may be adapted to your particular practice and
local law requirements, and they may be freely copied for use in
your firm. Although much care and work have gone into the develop
ment of these aids, they are issued as drafts and are subject to
change. Please review the checklists carefully and make any
changes necessary for your particular use. Your suggestions for
improvements are most welcome, and should be sent to me at the
above address.
I hope that these practice aids will be helpful to you. Tax divi
sion members receive these checklists as soon as they are available
each year, as part of their membership benefits.
If you are not a
member, you may wish to consider joining to avoid separate charges
and to expedite processing of these checklists, and to receive the
other benefits of division membership. Please contact me at the
above address if you would like information on tax division mem
bership.
Have a good filing season.

Sincerely,

William R. Stromsem
Assistant Director
AICPA Tax Division

Enclosures

Dear Client:

This letter confirms the arrangements for accounting and tax services
that we will perform for you.

In order to ensure a more complete understanding of the nature and
extent of the services we agree to perform, your responsibilities, and
our fee arrangements, we have set forth in the following paragraphs
our understanding of these agreements and responsibilities.
We will prepare your Federal (and name of State, if applicable) income
tax returns for the year 1985, from information furnished to us by you.
We will not audit or independently verify the data you submit. However,
we may ask for clarification of some of the information. We will fur
nish you with questionnaires, worksheets, or booklets, if necessary,
to guide you in gathering the required information for us.

Our fee for these services will be based upon the amount of required
time, billed at our standard billing rates, in addition to charges for
computer processing services, and any out-of-pocket costs. All
invoices will be due and payable upon presentation.

We will also be available to answer inquiries on specific
or to assist you in planning to minimize income or estate
returns are subject to review by the taxing authorities.
of such government tax examination, we will be available,
to represent or assist you. Such additional services are
in our fee for preparation of the return.

tax matters,
taxes. All
In the event
upon request,
not included

As a result of congressional action during the past several years, the
responsibilities of taxpayers and professional return preparers have
increased significantly. Penalties for failure to satisfy those
responsibilities can be substantial. For example, there are provisions
for penalties where there is a substantial understatement of income tax
for any taxable year. An understatement of income tax will be con
sidered substantial if it exceeds the greater of 10% of the correct
tax or $5,000. The penalty will be 10% of the underpayment.

For travel and entertainment expenses the law specifically requires
that any deduction claimed must be substantiated by records indicating
the amount, time, place, and business purpose of the expenditure, and,
for entertainment expenses the business relationship of the persons
entertained. Receipts are required for expenditures of Twenty-Five
($25.00) Dollars or more. If you claim a deduction for travel or
entertainment expenses, you represent that you have the required
records and receipts.
If the Internal Revenue Service, or any local
taxing authority has disallowed any portion of a travel or entertain
ment deduction you may have claimed on a prior tax return, please
advise us of the details of such disallowance.
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If you plan to claim a deduction for business use of an automobile,
computer or other asset used partly for business use and partly for
personal use, you are required to substantiate such deductions by ade
quate records or sufficient evidence corroborating your own statement.
Such evidence need not necessarily be in writing, although written
evidence will be of greater value.
In the case of a vehicle, you will
also be required to indicate on your individual income tax return your
total mileage driven for business use, commuting and other personal
use, percentage of business use, date placed in service, use of other
vehicles and after-work use, whether you have evidence to support the
business use claimed, and whether or not the evidence is written.
In
the case of a computer or other asset used partly for business and
partly for personal use, similar questions, except for those relating
to mileage must be answered on your return.

We appreciate the opportunity to serve you, and look forward to a con
tinuing, mutually satisfying relationship.
Sincerely,

(Your firm name)

By: _____________________________________
The above terms and conditions are
accepted and affirmed.

By: _____________________________________

Date: ___________________________________
NOTES TO PRACTITIONERS:

(1) The signed affirmation of the client, while desirable, may not be
deemed to be appropriate in specific situations and may be deleted.

(2) In some states, the Board of Accountancy requires that clients
must be informed if an outside service bureau is used to process
clients’ tax returns. In those states, such a statement may be
included in the 4th paragraph of the letter.
(3) As in accounting engagements, a new engagement letter should be
executed prior to the commencement of services each year, in order
to reaffirm on a current basis the representations of the client.

(4) This letter is intended for use as a guide only, to be adapted to
the particular circumstances of the individual member, and does
not represent an official AICPA position.

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST - 1985

Client Name ________________________________________________
Client Number ______________________
Interviewed by_____________________________________ Date Completed/Hours
Prepared by________________________________________ Date Completed/Hours __________________________
Reviewed by
Date Completed/Hours
"DONE" or "NOT APPLICABLE" answers are the desired answers.
"NOT DONE" answers require comments or explanation.

NOT
DONE DONE N/A

(1)

Review client correspondence file.

(2)

Review prior years' returns, client memo and working
papers.

(3)

Verify the accuracy of the taxpayer's name, social
security number, address, occupation, filing status
and number of exemptions. Obtain children's birth
dates for the file.

(4)

Inquire if any of the taxpayer's prior returns have
been examined by federal or state authorities during
the current year.

(5)

Consider the effect of prior year(s) revenue agent
adjustments, if any, on this year's income.

(6)

Check for the following carryovers and limitations:
- Energy credit.
- Investment credit.
- Net Operating loss.
- Charitable contributions.
- Capital losses and IRC Section 1244 losses.
- Jobs credit.
- Foreign tax credit.
- Investment credit.

(7)

Determine if taxpayer received any taxable employee
benefits during the year (e.g., PS58 costs, club dues,
auto allowances). Determine whether other income is
reported on Form W-2.

(8)

Inquire whether taxpayer has any below-market-rate
term loans made after June 6, 1984 or demand loans
outstanding after June 6, 1984 with:
- Family members (foregone interest is treated
as a gift from the lender to the borrower and
is subject to gift tax).
- A corporation in which the taxpayer is a share
holder (foregone interest is treated as if a
dividend includable in income was paid by
the corporation to the shareholder).
- An entity for which the taxpayer provides
services (foregone interest is treated as
additional compensation).
Determine if any of the available exceptions and/or
amount limitations apply.

COMMENTS OR
EXPLANATIONS

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Two
Client Name ___________________________________________
NOT
DONE DONE N/A

(9)

Compare sources of dividend and interest income with
prior year's items.

(10) Review dividends in order to segregate taxable, nontaxable and capital gain portions.

(11) Update the taxpayer carryforward data schedule for
any non-taxable dividends or dividends reinvested.
(12) Determine if taxpayer had investment income from
foreign companies and if tax was withheld at the
source.
(13) Exclude interest on state and municipal bonds from
the federal return.
(14) Exclude interest on United States securities from the
state return(s). Consider whether municipal bond
interest excluded on the federal should be added back
to the state return.

(15) Review reporting of any state tax refund(s) based on
the tax benefit rule.
(16) If taxpayer was divorced or separated during the tax
year:
- Obtain a copy of the corresponding agreement.
- Determine the appropriate basis of any
property transferred (generally, asset trans
fers after July 18, 1984, are non-taxable and
receive a carryover basis).
- For post July 18, 1984, divorces, determine
if taxpayer received depreciable business
assets which have been converted to non
business personal assets. If so, report
depreciation recapture and related invest
credit recapture.
- For post July 18, 1984, divorces, review
amounts of alimony received and compare to
prior years to determine if amount received
in current year is $10,000 less and, if so,
calculate non-taxable/deductible portion.
- For 1985 custodial or noncustodial spouse,
determine whether written authorization to
claim dependent exemptions has been obtained
or given. Attach written authorization for
dependency exemption to noncustodial parent
tax return.

(17) Did taxpayer pay or receive alimony during the year;
insure that child support payments are not picked up.
If taxpayer paid alimony, include the recipient's name
and social security number on Form 1040.

COMMENTS OR
EXPLANATIONS

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Three
Client Name__________________________ ________________

NOT
DONE DONE N/A

COMMENTS OR
EXPLANATIONS

(18) If taxpayer files a Schedule C, consider paying and
deducting a salary to the spouse to reduce self
employment tax and allow spouse to make an IRA
contribution.
(19) Consider electing the optional straight line method
for ACRS property purchased during the year.
- For acquisitions of real estate, other than
low-income housing, after March 15, 1984,
determine that ACRS depreciation deductions
are written off over 18 years rather than
15 years or if straight line depreciation
is elected, over 18, 35 or 45 years. Note for
acquisition after May 8, 1985, ACRS depre
ciation is 19 years.
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture (both Sec 1245 & 1250 property) is
reported in the year of sale even if no
payments are received in that year.

(20) Consider Section 179 election to expense certain
depreciable business assets up to $5,000.
(21) For capital assets acquired after June 22, 1984,
note that the holding period for long-term capital
gains is decreased from more than one year to more
than six months.
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture (both Sec 1245 & 1250 property) is
reported in the year of sale even if no
payments are received in that year.
(22) If a residence or other property was sold or involun
tarily converted during the year, consider the provi
sions relating to:
- Non-recognition of gain or loss.
- Recapture of depreciation and/or investment
tax credit (home office and related equipment).
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture (both Sec 1245 & 1250 property) is
reported in the year of sale even if no
payments are received in that year.
- Review installment sales for appropriate
interest rates on debt instruments received
in connection with sale. Determine whether
there is any interest rate/income adjustments
necessary.
(23) Review the possibility of the wash sale rules being
applicable to stock sales.

(24) Inquire whether taxpayer has any worthless securities
or other bad debts to be reflected in the current year
return.

_____________________J

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Four
Client Name ___________________________________________

NOT
DONE DONE N/A

(25) Determine if taxpayer’s rollover of a qualified
retirement plan distribution was in accordance with
the 60-day rule.
(26) Determine if taxpayer received a pension/annuity
and review for non-taxable portions.
(27) Rental property - consider the following:
- For acquisitions of real estate, other than
low-income housing, after March 15, 1984,
determine that ACRS depreciation deductions
are written off- over 18 years rather than
15 years or if straight line depreciation
is elected, over 18, 35 or 45 years. Note for
acquisition after May 8, 1985, ACRS depre
ciation is 19 years.
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture (both Sec 1245 & 1250 property) is
reported in the year of sale even if no
payments are received in that year.
- Consider payment to family members for
services rendered.
- Consider Section 179 deduction ($5,000
cumulative per return).
- Consider vacation home limitations.
- If demolition occurred during the year, add
remaining basis and cost of demolition to
land.

(28) Consider the tax basis of a partnership or Subchapter
"S” corporation interest before claiming a loss, also
at-risk limitations and hobby loss rules on sole
proprietor Schedule C.

(29) Determine if taxpayer has any ”S” corporation loss
carryforwards not utilized due to insufficient basis
and determine if additional basis has been generated
in the current years to deduct all or a portion of
the loss(es). Update the taxpayer carryforward
schedule accordingly.
(30) Determine whether client needs to complete IRS form
8271, Investor Reporting of Tax Shelter Registration,
for use by investor in reporting shelter I.D. number.
This registration and form can apply to any structure
of business activity including partnerships, corpora
tions, Schedule C or F activity, etc.
(31) If taxpayer is a ”S” corporation shareholder who
made loans to the corporation to utilize loss(es),
check for gain on repayment.

(32) Designate and include income subject to self
employment tax (Schedule C, Partnership and Other
Income).

COMMENTS OR
EXPLANATIONS

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
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Client Name___________________________________________

NOT
DONE DONE N/A
(33) Farming operation - consider the following:
- For acquisitions of real estate, other than
low-income housing, after March 15, 1984,
determine that ACRS depreciation deductions
are written off over 18 years rather than
15 years or if straight line depreciation
is elected, over 18, 35 or 45 years. Note for
acquisition after May 8, 1985, ACRS depre
ciation is 19 years.
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture (both Sec 1245 & 1250 property) is
reported in the year of sale even if no
payments are received in that year.
- Consider payment to family members for
services rendered.
- Consider Section 179 deduction ($5,000
cumulative per return).
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture (both Sec 1245 & 1250 property) is
reported in the year of sale even if no
payments are received in that year.
- Review installment sales for appropriate
interest rates on debt instruments received
in connection with sale. Determine whether
there is any interest rate/income adjustments
necessary.
- If demolition occurred during year, add
remaining basis and cost of demolition to
land.
(34) Consider limitations on construction period expenses
and deductions.

(35) Are accounting methods used comparable to the pre
ceding period.
(36) Determine taxability of any social security benefits,
unemployment or disability income received.
If tax
payer receives social security benefits and adjusted
gross income, plus (1) one-half of social security
benefits, (2) all interest from tax-exempt bonds
and (3) the two-wage-earner deduction exceeds
$32,000 for joint returns, ($-0- for married filing
separately and $25,000 for any other filing status)
determine the portion of benefits to be included.

(37) Determine the applicability of a moving expense
deduction and whether the reimbursement is properly
accounted for.

COMMENTS OR
EXPLANATIONS

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Six
Client Name___________________________________________

NOT
DONE DONE N/A

(38) For all types of businesses that have assets placed
in service after June 18, 1984, which are used
partly for business and partly for personal use
(i.e. - autos, computers, airplanes, boats, etc.):
- Determine that at least 50 percent of the use
is for business purposes before taking the
applicable investment tax credit.
- For autos placed in service or leased, determine
that the investment tax credit does not exceed
the $1,000 maximum allowed adjusted propor
tionately for any personal use for autos placed
in service or leased before April 3, 1985; the
maximum is $675 for autos placed in service
after April 2, 1985.
- For autos, determine that the depreciation
deduction does not exceed the maximum allow
able $4,000 in the first year and $6,000 in
succeeding years adjusted for any personal use;
these amounts are reduced to $3,200 and $4,800,
respectively, for autos placed in service
after April 2, 1985.
- For autos, determine that if business usage
is less than 50 percent, depreciation is
computed using the mandatory five-year straight
line method.
- Determine that, for all other mixed-use per
sonal property, if business usage is less than
50 percent, depreciation is computed using the
mandatory 12-year straight line method.
- For leased vehicles and property, determine
business, investment and personal usages and
calculate appropriate income to be reported
by referring to IRS tables.
- In years subsequent to 1984 acquisitions,
determine if personal usage exceeds 50 percent
and, if so, make the appropriate recapture
calculations.
(39) Determine if taxpayer is entitled to a deduction for
contributions to an IRA, Keogh or other qualified
retirement plan and review possible alternatives with
taxpayer before the return due date.
- Determine that IRA contributions have been
or will be made no later than the due date
for filing tax return, without extensions.
- Advise client of information return
filing requirements for Keogh plans.
- Alimony income qualifies for IRA contribution.

(40) Consider two-earner married couple deduction
(10% of the lesser of $30,000 or the earned income
of the lower earning spouse’s income). If taxpayer
does not itemize deductions, qualified charitable
contributions may be deducted from adjusted gross
income.

COMMENTS OR
EXPLANATIONS

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
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Client Name ___________________________________________

NOT
DONE DONE N/A
(41) Consider medical transportation deductions and medi
cal and drug expense limitations.
(42) Consider the deduction of Medicare premiums when
taxpayer is over 65 years of age.

(43) If medical insurance reimbursement for prior years
has been noted, determine whether such reimburse
ment is properly reported as income.
(44) Consider non-taxable income for increased sales
tax deduction. Also, additional sales tax deduction
for purchase of auto, boat, plane or home building
materials.
(45) Determine if all interest deductions are properly
classified as either investment or non-investment
interest.

(46) Inquire if taxpayer has received below-market term/
demand loans after June 6, 1984.
If so, entitled to
imputed interest expense deduction.
(47) If total investment interest expense exceeds $10,000
complete Form 4952.

(48) Consider the contribution limitations.

(49) List all non-cash contributions separately. When the
total claimed value of all contributed property exceeds
$500 and/or the value of one item exceeds $5,000,
complete the applicable sections of Form 8283.
(50) Review all personal casualty gains and losses for
the year to determine there is a netting of all gains
and losses attributable to casualties and thefts.
Each occurrence is subject to the $100 nondeductible
minimum.
If casualty gains exceed losses, then net
gains are treated as long term capital gains.
If
casualty losses exceed gains, then net losses in excess
of 10 percent of AGI are allowed as itemized deductions.
(51) Consider office-in-home deduction and corresponding
limitations.

(52) Consider capitalizing carrying charges (interest,
taxes, etc.) on nonproductive property.

(53) Consider the following tax credits:
- Child care credit.
- Credit for the elderly.
- Residential energy credit.
- Political contribution credit.
- Foreign tax credit.

COMMENTS OR
EXPLANATIONS

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
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Client Name ___________________________________________
NOT
DONE DONE N/A

- Investment tax credit.
- Determine if investment tax credit should
use the regular percentage or elect Section
48(q) to reduce credit.
- Jobs credit.
- Credit for federal tax on gasoline, special
fuels and lubricating oil.
(54) Consider the election to forego the net operating
loss carryback.

(55) Determine if there is an earned income credit.
(56) Consider income averaging. Note the revised formula
for taxable years beginning after December 31, 1983.

(57) Consider the election to treat retirement plan lump
sum distributions as ordinary income subject to tenyear averaging.
(58) Based upon nature of income and deductions, sale of
assets, etc. is taxpayer subject to:
A. Self employment tax.
B. Alternative minimum tax.
C. Investment credit recapture.
D. Social security tax on tip income.
E. Tax on IRA's.
(59) Confirm with the client the amount(s) and date(s)
of any federal (and state and local, where applicable)
estimated tax deposit(s) for the year.

(60) Determine if client has paid excess FICA tax for
which credit should be claimed.
(61) If withholding and estimated tax payments are less
than 80% of the tax liability, file Form 2210.

(62) Inquire whether the client can substantiate by
adequate records, as required under IRC Section 274(d),
expenses claimed for entertainment, entertainment
facilities, gifts, travel and conventions.
(63) Recent legislation provides for a penalty to be
imposed where a taxpayer makes a substantial under
statement of his or her tax liability. For individual
taxpayers, a substantial understatement exists when the
understatement for the year exceeds the greater of (a)
10% of the tax required to be shown on the return, or
(b) $5,000. Taxpayers may seek to avoid all or part
of the penalty by showing (1) that they acted in good
faith and there was reasonable cause for the under
statement, (2) that the understatement was based on
substantial authority, or (3) that relevant facts af
fecting the item's tax treatment were adequately dis

COMMENTS OR
EXPLANATIONS

INDIVIDUAL TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Nine
Client Name ___________________________________________

NOT
DONE DONE N/A

closed on the return. All items of income and deduc
tions shown on the return should have the required
substantiation in order to answer any questions if
audited by the taxing authorities. Consider if a
substantial understatement of income tax could result
from a disallowance of any deduction of loss item on
the return. If so,
A. Does substantial authority exist for the
deduction or loss item in question.
B. Is the item a tax shelter for purposes of
Section 6661.
C. Advise client of 10X penalty in writing.
D. Review with taxpayer responsibility for
contemporaneous recordkeeping for auto and
other business/personal usage property for
subsequent years.
(64) Inquire if taxpayer made gifts in excess of $10,000
(or any applicable state minimums) to any individual
during the year. Include gifts in connection with
below market loans to related parties.

(65) Consider changes needed in estimated tax for the
forthcoming year and set up estimated tax payments.
(66) Prepare state income tax return(s).
state's modification requirements.

Review each

(67) Attach extension requests to tax returns.
(68) Prepare filing instruction letter to client.

(69) Note any tax planning suggestions below.
(70) Determine whether the individual has filed all the
informational returns (1099's) and whether they have
included the personal use portion of the Section 830
property in the employee's W-2. The filing require
ment penalties in this area are significant, and the
client should be appraised of his obligations if it
is deemed necessary.

Comments or Explanations:

COMMENTS OR
EXPLANATIONS

PARTNERSHIP TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985

Client Name________________________________________________ Client Number _________________________
Interviewed by______________________________________DateCompleted/Hours___________________________
Prepared by _ ______________________________________ Date Conpleted/Hours___________________________
Reviewed by
Date Completed/Hours

"DONE” or "NOT APPLICABLE" answers are the desired answers.
"NOT DONE" answers require comments or explanation.
NOT
DONE DONE N/A

(1)

Verify that a copy of the partnership agreement
is in the permanent file or document why we
think this is a partnership for federal income
tax purposes and where authority for distribution
of gain or loss originates.

(2)

Verify partnership name, address, fiscal year,
business code, identification number and date
business started.

(3)

Examine all correspondence, point sheets and
other memoranda in the prior year's tax file and
current year's tax file for items of which you
should be aware.

(4)

Determine method of accounting - cash, accrual
or other.

(5)

Determine if the partnership is a limited
partnership.

(6)

If taxpayer has been examined by the Internal
Revenue Service:
- Obtain copies of the Revenue Agent's Reports
- Verify that the agent's adjustments have
been entered in the taxpayer's books
- Determine if any of the agent's adjustments
affect income tax returns of years other
than those audited.

(7)

Review prior year's return Schedule M, columns
d and e for items which may have an effect upon
or require similar treatment in the current year.

(8)

Check if any of the partners' addresses changed
during the taxable year.

(9)

Determine if there has been any change in partner
ship ownership during the year and document.

(10) If
of
of
to

there has been a change in ownership by death
a partner, transfer between partners or sale
an interest, consider the optional adjustment
basis of partnership property under IRC Section 754.

COMMENTS OR
EXPLANATIONS

PARTNERSHIP TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Two
Client Name _____________________________________________
NOT
DONE DONE N/A

(11) Determine whether property has been contributed by a
partner after 3/31/84, and if so, that all items of
income, gain, loss and deductions are shared among
the partners to take into account the variation
between the basis of the property to the partnership .
and its value (amended Section 704(c)(2)).
(12) Inquire whether taxpayer has made or received any
be low-market-rate term or demand loans after June 6,
1984 with any partners of individuals providing
services.
If so, determine respective distribution/
interest income and compensation/interest expense.
(13) Compare sources of dividend and interest income with
prior year’s return.
(14) Enter dividend income qualifying for exclusion
under IRC Section 116 on Schedule K, Page 3.

(15) Enter non-qualifying dividends on Page 1.

(16) Enter non-qualifying interest on Page 1.

(17) Complete Schedule A or schedule of cost of
operations and verify that beginning and ending
inventory agree with Schedule L.
(18) For capital assets acquired after June 22, 1984,
note that the holding period for long-term capital
gains is decreased from more than one year to more
than six months.

(19) Determine if there were any wash sales of
stock or securities during the tax year.
(20) If assets were sold or exchanged during the
year, consider investment credit and depreciation
recapture.
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture is reported in the year of sale
even if no payments are received in that
year.

(21) Determine if there were any sales or exchanges
during the year between the partnership and a
partner and document.

COMMENTS OR
EXPLANATIONS

PARTNERSHIP TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Three
Client Name____________________________________________
NOT
DONE DONE N/A

(22) For assets placed in service after June 18, 1984, that
are used partly for business and partly for personal
use (i.e. - autos, computers, airplanes, boats):
- Determine that at least 50 percent of the use
is for business purposes before taking the
applicable investment tax credit.
- For autos, determine that the investment tax
credit does not exceed the $1,000 maximum
allowed adjusted proportionately for any
personal use.
(Note that after April 2, 1985,
the investment tax credit is limited to $675.)
- For autos, determine that the depreciation
deduction does not exceed the maximum allow
able $4,000 in the first year and $6,000 in
succeeding years adjusted for any personal use.
(Note that after April 2, 1985, depreciation is
limited to $3,200 for the first year and $4,800
in succeeding years.)
- For autos, determine that if business usage
is less than 50 percent, depreciation is com
puted using the mandatory five-year straight
line method.
- Determine that, for all other mixed-use prop
erty, if business usage is less than 50 per
cent depreciation is computed using the man
datory 12-year straight line method.
- For leased vehicles and property, determine
business, investment and personal usages and
calculate appropriate income to be reported
by referring to IRS tables.
- Inquire whether taxpayer has kept the required
records indicating the business and personal
use of property.
(23) If rental property is subject to a net lease, do
not deduct interest expense on Schedule H. Enter
interest on Schedule K only, under investment interest.

(24) Segregate all tax preference items and list on
the appropriate line of Schedule K.
(25) Determine that all guaranteed payments, deter
mined without regard to income, to partners for
services or use of capital have been deducted
in computing ordinary income, or capitalized as
required.
(26) Review taxpayer's procedure for reporting vacation
pay in light of recent accounting changes.

(27) Inquire whether the client can substantiate by
adequate records, as required under IRC Section 274(d),
expenses claimed for entertainment, entertainment
facilities, gifts, travel, conventions, and Section 38
property (personal/business use of automobiles, etc.).

COMMENTS OR
EXPLANATIONS

PARTNERSHIP TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Four
Client Name

NOT
DONE DONE N/A

(28) If taxpayer paid or incurred interest on indebtedness
to purchase or carry investment property, do not
report this interest on Page 1. Enter the amount as
investment interest on Schedule K only.
(29) Verify that construction period interest and taxes
have been properly capitalized and amortized.

(30) Consider electing the optional straight line method
for qualifying ACRS property purchased during the
year.
(31) Consider the election to expense up to $5,000
property placed in service rather than using ACRS.

(32) For acquisitions of real estate, other than low-income
housing, after March 15, 1984, determine that ACRS
depreciation deductions are written off over 18 years
rather than 15 years or if straight line depreciation
is elected, over 18, 35 or 45 years.
(Note for acquisi
tion after May 8, 1985, ACRS depreciation is 19 years.)
(33) Verify that retirement plan contributions are
within allowable limits and are properly reported
on Schedule K and page one.
(34) Determine if property/equipment leases are operating
leases or capital leases.
(35) Prepare a schedule of other deductions.
(36) Exclude from deductions premiums on partners'
life insurance.

(37) Separate recourse from non-recourse debt when
preparing the balance sheet, Schedule L.
(38) Verify that beginning and ending total partners'
capital figures on Schedule L agree with the
reconciliation of partners' capital accounts,
Schedule M.

(39) Compute net earnings from self-employment and
enter on Schedule K.

(40) If a tiered partnership arrangement exists, review
Section 706(c)(2)(B) and 706(d) regarding allocation
rules.
(41) Prepare schedules that reflect each partner's share
of property eligible for investment tax credit.
Consider non-corporate lessor rules.

(42) Prepare schedules that reflect each partner's
share of jobs credit, credit for alcohol used
as fuel and other credits.

•

COMMENTS OR
EXPLANATIONS

PARTNERSHIP TAX RETURN PREPARATION AND REVIEW CHECKLIST- 1985
Page Five
Client Name__________ __ _______________________ _

NOT
DONE DONE N/A

COMMENTS OR
EXPLANATIONS

(43) Prepare schedules that reflect each partner's
share of property subject to investment credit
recapture.

(44) Determine allocation of partnership recourse and
non-recourse liabilities and enter separately
on each partner's Schedule K-1.
(45) Distribute each item on Schedule K among the
K-1's in accordance with the provisions of the
Partnership agreement.
(46) Complete each partner's reconciliation of capital.
Run tapes of each column to verify that the total
agrees to the corresponding column on Schedule M,
Form 1065.

(47) Reconcile income per books with taxable income.
*

(48) Prepare an analysis of partner's tax basis.
(49) Prepare the required state returns.
(50) Consider if a substantial understatement of income
tax could result from a disallowance of any deduction
of loss item on the return. If so,
A. Does substantial authority exist for the
deduction or loss item in question.
8. Is the item a tax shelter for purposes of
Section 6661.
C. Advise client of 10% penalty in writing.

(51) Attach extension requests to the tax returns.

(52) Prepare filing instruction letter to client.

Comments or Explanations:

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST - 1985

Client Name________________________________________________
Client Number______________________
Interviewed by_____________________________________ Date Completed/Hours__________________________
Prepared by________________________________________ Date Completed/Hours__________________________
Reviewed by
Date Completed/Hours

"DONE" or "NOT APPLICABLE" answers are the desired answers.
"NOT DONE" answers require comments or explanation.

NOT
DONE DONE N/A
(1)

Verify the corporate name, address, fiscal year,
incorporation date, business code, Sub S election
date and identification number.

(2)

Examine all correspondence, point sheets and other
memoranda in the prior year's tax file and current
year's tax file for items of which you should be
aware.

(3)

If taxpayer has been examined by the Internal
Revenue Service:
- Verify that the agent's adjustments have
been entered on the taxpayer's books
- Obtain copies of the Revenue Agent's Reports
- Determine if any of the agent's adjustments
affect income tax returns of years other
than those audited
- File amended state tax returns to reflect
adjustments.

(4)

Review
mation
-

(5)

Determine that for the first taxable year begin
ning after December 31, 1982, carryovers of
capital losses and charitable contributions from
the last year while the corporation was an S cor
poration are treated as arising in that year and
accordingly flow through to the shareholders.

(6)

Determine that a disqualifying event has not
occurred during the year thereby terminating the
S corporation status of the taxpayer. For tax years
beginning prior to January 1, 1983, the revocation
is retroactive to the beginning of the tax year.
For tax years beginning after December 31, 1982, the
revocation is effective as of the day on which the
disqualifying event occurs.

(7)

For tax years beginning after December 31, 1981, if
the corporation has more than 25% of gross receipts
from passive sources in three consecutive years,

the prior returns and/or carryforward infor
summaries for the following carryover items:
Capital loss
Charitable contributions
Retirement plan contribution.

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Two
Client Name____________________________________________
NOT
DONE DONE N/A

(7)

Continued:
and it has accumulated C corporation earnings and
profits at the end of each year, note that the Sub-S
election is terminated beginning at the end of such
three year period.

(8)

Note that if more than 50% cumulatively of the
shares of stock on December 31, 1982, have changed
ownership, the corporation is subject to the calendar
year rule or loses its S Corporation status.

(9)

If "S" Corporation status was terminated during the
year, verify method of allocating income/loss (i.e.
daily or actual). Note that if more than 50% change
in shareholders, actual must be used. File 1120S
for short period only.

(10) Consider Section 179 election to expense certain
depreciable assets up to $5,000.
(11) Document and review the method(s) of inventory
valuation used by the taxpayer.

(12) Review the taxability of dividends received.
(13) Inquire whether taxpayer has made or received any
be low-market-rate term or demand loans after June 6,
1984 with any shareholders or individuals providing
services.
If so, determine respective distribution/
interest income and compensation/interest expense.
(14) Determine that payments received during the year
on installment sales have been properly recorded
for tax purposes.
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture is reported in the year of sale
even if no payments are received in that year.
(15) Review payments received in advance by the taxpayer
for inclusion in taxable income noting they may
be treated as deferred income for book purposes.

(16) Inquire as to the existence of any wash sales of
stock or securities during the tax year.
(17) Inquire as to whether any stocks or bonds held by
the taxpayer become worthless during the year.

(18) For capital assets acquired after June 22, 1984,
note that the holding period for long-term capital
gains is decreased from more than one year to more
than six months.

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Three
Client Name ____________________________________________

NOT
DONE DONE N/A
(19) Determine if there were any losses during the
year between related taxpayers under Section 267(a)(1),
such as between the corporation and a more than
50% stockholder.

(20) For assets placed in service after June 18, 1984, that
are used partly for business and partly for personal
use (i.e. - autos, computers, airplanes, boats):
- Determine that at least 50 percent of the use is
for business purposes before taking the appli
cable investment tax credit.
- For autos placed in service or leased, determine
that the investment tax credit does not exceed
the $1,000 maximum allowed adjusted propor
tionately for any personal use for autos placed
in service or leased before April 3, 1985; the
maximum is $675 for autos placed in service
after April 2, 1985.
- For autos, determine that the depreciation
deduction does not exceed the maximum allowable
$4,000 in the first year and $6,000 in
succeeding years adjusted for any personal use;
these amounts are reduced to $3,200 and $4,800
respectively, for autos placed in service
after April 2, 1985.
- For autos, determine that if business usage
is less than 50 percent, depreciation is com
puted using the mandatory five-year straight
line method.
- For leased vehicles and property, determine
business, investment and personal usages and
calculate appropriate income to be reported
by referring to IRS tables.
- Determine that, for all other mixed-use prop
erty, if business usage is less than 50 percent,
depreciation is computed using the mandatory
12-year straight line method.
- Inquire whether taxpayer has kept the required
records indicating the business and personal
use of property.
(21) Verify officers’ compensation and expense account
data and complete Schedule E.
(22) Determine that the corporation is on the cash method
of accounting for purposes of deducting expenses
to cash basis shareholders of the corporation's
outstanding stock.

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Four
Client Name_______________________________________
NOT
DONE DONE N/A
(23) Consider using the reserve method of reporting
bad debts.

(24) Review the contribution limitation.
(25) Determine that all contributions are to organi
zations recognized by the Treasury.

(26) For tax years beginning before January 1, 1983,
review the contribution limitation.

(27) Consider the following restrictions on:
- Contributions of appreciated ordinary
income property
- Contributions to private foundations
- Contributions of property unrelated to
the charity's exempt purpose.
(28) Obtain copies of minutes authorizing accrual of
charitable contributions and attach to the return.
(29) Consider electing the optional straight line
method for qualifying ACRS property purchased
during the year.
(30) Consider the election to expense up to $5,000 prop
erty placed in service rather than using ACRS.
(31) For acquisitions of real estate, other than low-income
housing, after March 15, 1984, determine that ACRS
depreciation deductions are written off over 18 years
rather than 15 years or if straight line depreciation
is elected, over 18, 35 or 45 years. Note for
acquisition after May 8, 1985, ACRS depreciation is
19 years.

(32) Determine if adjustments are required for depreciable
assets which are obsolete, abandoned and/or out of
service.
(33) If taxpayer maintains a pension and/or profit
sharing plan:
- Review the plan(s) to determine if they
are in compliance in light of changing
corporate circumstances and the recent tax
law changes
- Determine if the maximum deduction was
taken under the terms of the plan
- Determine if the contribution was made
prior to filing Form 1120S
- Complete the required Form 5500.
- If client has not contributed the maximum
contribution each year, calculate the unfunded
contribution carryover amount.
(34) Review deferred charges and prepaid expenses for
currently deductible items.

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Five
Client Name _ ___________________________ _______ _______

NOT
DONE DONE N/A

(35) Review the taxpayer's vacation pay policy to
determine if a deduction is allowable on the
accrual basis.
(36) Review the premiums on officers' life insurance or
other life insurance to determine tax deducti
bility.

(37) Inquire whether the client can substantiate by
adequate records, as required under IRC Section 274(d),
expenses claimed for entertainment, entertainment
facilities, gifts, travel, conventions and Section 38
property (personal use of company autos, computers,
etc.).

(38) Determine if taxpayer is eligible for the
following tax credits:
- Foreign tax credit
- Investment credit
- Credit for increasing research activities
- Credit for sale/use of alcohol fuel.
(39) Obtain copies of elections by lessors to pass the
investment tax credit through to lessees of
qualified investment credit properly.
(40) Reconcile fixed asset acquisitions for the year
to Form 3468.
(41) For investment tax credit purposes, consider the
"at risk" limitation provisions.
(42) If assets were sold or exchanged during the year
review for investment credit and depreciation
recapture.
(43) Recent legislation provides for a penalty to be
imposed where a taxpayer makes a substantial under
statement of his or her tax liability. For "S"
corporations, a substantial understatement exists
when the understatement exceeds the greater of
(a) 10% of the tax required to be shown on the
return, or (b) $5,000. Taxpayers may seek to
avoid all or part of the penalty by showing (1) that
they acted in good faith and there was reasonable cause
for the understatement, (2) that the understatement
was based on substantial authority, or (3) that
relevant facts affecting the item's tax treatment
were adequately disclosed on the return. All items
of income and deductions shown on the return should
have the required substantiation in order to answer
any questions if audited by the taxing authorities.
Consider if a substantial understatement of income
tax could result from a disallowance of any deduction
of loss item on the return. If so,

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
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Client Name ____________________________________________
NOT
DONE DONE N/A

(43)

Continued:

A. Does substantial authority exist for the
deduction or loss item in question.
B. Is the item a tax shelter for purposes of
Section 6661.
C. Advise client of 10% penalty in writing.

(44)

For tax years beginning before January 1, 1983,
determine that the following items are separate
ly reported and passed through to the shareholder(s) on Schedules K and K-l‘s:
- NOL's
- Net capital gains
- Property eligible for the investment credit
- WIN program expenses
- Tax preference items
- Investment interest expense.

(45)

Determine that the following items are separately
reported and passed through to the shareholder(s)
on Schedules K and K-1's:
- Investment interest
- Capital gains and losses
- Section 1231 gains and losses
- Charitable contributions
- Foreign tax credit
- Items involving the determination of credits,
e.g., Section 38 property
- Determine if investment tax credit should use
the regular percentage or elect Section 48(q)
to reduce credit
- Depletion
- Foreign income and loss
- Amortization of reforestation expenditures
(Sec. 194)
- Excludable dividends.
- Net gain (loss) from involuntary conversions due
to casualty or theft
- Expense deduction for recovery property under
Section 179
- Jobs credit
- Credit for alcohol used as fuel
- Preference items
- Health insurance premiums.

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Seven
Client Name ____________________________________________
NOT
DONE DONE N/A

(46) For tax years beginning before January 1, 1983,
determine that items of income, deductions,
credits, etc. are allocated pro rata to the
shareholders of the corporation as of the last
day of the tax year, except in the case of a net
operating loss, which is allocated to the share
holders pro rata on a per share, per day basis.
(47) Determine that items of income, deductions, credits
etc. are allocated to the shareholders of the
corporation on a per share, per day basis.
(48) If there are transfers of stock during the year,
consider the option to allocate items of income,
deductions, credits, etc. according to when the items
were actually incurred with the consent of all shareholders at any time during the year.

(49) Determine that the shareholder's allowable pro
rata shares of loss do not exceed the shareholder's
adjusted basis for his stock and indebtedness owed
to him. For tax years beginning after December 31,
1982, losses in excess of basis can be carried forward
and allowed in any subsequent year in which the same
shareholder has adequate basis in such stock or debt.
(50) Instruct the taxpayer that all indebtedness owed to
shareholders should be evidenced by written instruments
so that in the event a shareholder's basis in the debt
is reduced by his share of losses, the subsequent
repayment will produce capital gain rather than ordinary
income.

(51) For tax years beginning after December 31, 1981, if
the corporation has accumulated earnings and profits
from Subchapter C years and passive investment income
totalling more than 25% of gross receipts, determine
that the tax on excess net passive income has been
properly computed.
(52) Determine if the tax on net capital gains is applicable
and if so, is it properly computed.

(53) Cross reference the following items to the prior
period return:
- Schedule L beginning balances to prior year's
ending balances
- Schedule M beginning undistributed taxable
income, accumulated adjustments and other
adjustments
- Detail listings Schedule L beginning balances
to prior year's detail listings ending
balances
- Beginning balance bad debt reserve to prior
year's ending balance.

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
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Client Name_______________________________________ _____
NOT
DONE DONE N/A
(54) Cross reference the following items within the
current year return:
- Total assets from Schedule L to Page 1, Item E
- Depreciation from Form 4562 to Page 1
- Taxable income to Schedule D, alternative
tax computation
- Ordinary income (loss) from Page 1, Line 24
to Schedule M, Line 2 or Line 6
- Schedule of other income to Page 1
- Schedule of other deductions to Page 1
- Schedule of other current assets to Schedule L
- Schedule of other investments to Schedule L
- Schedule of other assets to Schedule L
- Schedule of other current liabilities to
Schedule L
- Schedule of other liabilities to Schedule L
- Total per Form 4797 to Page 1
- Line 26(a) to Form 7004 and 7005
- Line 1, Schedule A to Schedule L
- Line 6, Schedule A to Schedule L
- Line 7, Schedule A to Page 1.
(55) If this is a first-year return, make the following
elections:
- Method of accounting for bad debts
- Method of accounting for organization expense
(IRC Section 428)
- Cash vs. accrual method
- Election to amortize business start-up costs
(IRC Section 195)
- Attach Section 351, Asset Transfer Statements
- Election to expense intangible drilling costs.

(56) Inquire whether taxpayer has made or received
any below-market-rate term or demand loans
after June 6, 1984 with any shareholders or
individuals providing services. If so, determine
respective dividend/interest income and compensation/interest expense.

(57) If this is the final "S" corporation return, set up
"C“ corporation estimated tax payments for the
succeeding year based on the "S" corporation net
income.

(58) Attach extension requests to the tax returns.
(59) Compile apportionment data.

(60) Prepare state tax returns.
(61) Prepare filing instruction letter to client.

COMMENTS OR
EXPLANATIONS

"S" CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Nine
Client Name________________________________ ________ ___
NOT

COMMENTS OR

(62) Advise client to update corporate minute book and
provide copies for our files.

(63) Determine whether the Company has filed all the
informational returns (1099's) and whether they have
included the personal use portion of the Section 830
property in the employee's W-2. The filing require
ment penalties in this area are significant, and the
client should be appraised of his obligations if it is
deemed necessary.
Comments or Explanations:

Retained earnings accounting procedures for "S" corporation differ from those for conventional
corporations. Review Schedule M to determine that the following are properly accounted for:
Accumulated Adjustment Account (AAA) reflects the aggregate taxable income that has not been
distributed to shareholders since the company became an “S" corporation.

Previously Taxed Income (PTI) represents the accumulated taxable income that was earned
prior to 1983 but not paid out. PTI is reduced when distributions in excess of AAA are made
and when shareholders sell or withdraw.

Accumulated Earnings and Profits (AEP) are applicable only to "S" corporations which had
previously been a conventional or "Sub S" corporation. Generally represents retained
earnings in existence when "S" status attained. AEP is reduced by cash distributions to
shareholders after AAA and PTI have been distributed.

Other Retained Earnings (ORE) any amount other than AAA, PTI and AEP that would be viewed
as retained earnings under GAAP and state corporation law.
Increased by tax-exempt
income and reduced by nondeductible expenses and distributed in excess of AAA, PTI and
AEP. ORE is treated as paid-in capital for tax purposes.

CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985

Client Name_________________________________________________
Client Number______________________
Interviewed by ___
Date Completed/Hours__________________________
Prepared by _ _________________________
Date Completed/Hours__________________________
Reviewed by
Date Completed/Hours

’'DONE" or “NOT APPLICABLE" answers are the desired answers.
"NOT DONE" answers require comments or explanation.

NOT
DONE DONE N/A

(1)

Verify corporate name, address, fiscal year, incor
poration date, business code and identification
number.

(2)

Examine all correspondence, point sheets and other
memoranda in the prior year's tax file and current
year's tax file for items of which you should be
aware.

(3)

Check the following carryover items:
- Net operating loss
- Capital loss
- Investment credit
- Charitable contributions
- Installment sales
- Jobs credit
- Foreign tax credit
- Retirement plan contribution
- ESOP tax credit
- Research tax credit
- General business credits.

(4)

If taxpayer has been examined by the Internal
Revenue Service:
- Obtain copies of the Revenue Agent's Reports
- Verify that the agent's adjustments have
been entered on the taxpayer's books
- Determine if any of the agent's adjustments
affect income tax returns of years other
than those audited
- File amended state tax returns to reflect
adjustments.

(5)

Determine the taxability of dividends received.

(6)

Exclude interest on state or local obligations
from federal taxable income.

(7)

Exclude interest on Federal obligations from state
and local taxable income.

(8)

Inquire whether taxpayer has made or received any
be low-market-rate term or demand loans after June 6,
1984 with any shareholders or individuals providing
services.
If so, determine respective distribution/
interest income and compensation/interest expense.

COMMENTS OR
EXPLANATIONS

CORPORATION TAX RETURN PREPARATION ANO REVIEW CHECKLIST-1985
Page Two
Client Name _____________________________________________
NOT
DONE DONE N/A
(9)

For capital assets acquired after June 22, 1984, note
that the holding period for long-term capital gains
is decreased from more than one year to more than
six months.

(10) Determine that payments received during the year
on installment sales have been properly reflected.
- For installment sales after June 6, 1984,
determine that the full amount of depreciation
recapture is reported in the year of sale
even if no payments are received in that
year.

(11) If taxpayer recovered amounts previously deducted,
determine if the full tax benefit was received
from prior years' deductions.
(12) Determine if payments received in advance by the
taxpayer are included in taxable income although
they may be treated as deferred income for book
purposes.

(13) If there were any accruals at year end of interest,
compensation or other expenses payable to an
individual who owns more than 50% of taxpayer's
stock directly or indirectly, determine that for
tax purposes the deduction is deferred until the
year in which it is actually paid.
(14) Review deferred charges and prepaid expenses for
currently deductible items.

(15) Determine if there were any wash sales of stock
or securities during the tax year.
(16) Determine if any stocks or bonds held by the
taxpayer become worthless during the year.

(17) Consider electing the optional straight line
method for qualifying ACRS property purchased
during the year.
- Consider Section 179 election to expense
certain depreciable assets up to $5,000.
- For acquisitions of real estate, other than
low-income housing, after March 15, 1984,
determine that ACRS depreciation deductions
are written off over 18 years rather than 15
years or if straight line depreciation is
elected, over 18, 35 or 45 years. Note for
acquisition after May 8, 1985, ACRS depre
ciation is 19 years.

COMMENTS OR
EXPLANATIONS

CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Three
Client Name_____________________________________________

NOT
DONE DONE N/A

(18) Determine if property/equipment leases are
operating leases or capital leases.
(19) Determine if there were any losses during the
year between related taxpayers under Section 267(a)(1),
such as between the corporation and a more than
50% stockholder.

(20) Review the taxpayer's vacation pay policy to
determine if a deduction is allowable on the
accrual basis.
(21) Exclude from deductions premiums on officers' life
insurance or other life insurance, the proceeds
of which are payable to the corporation.
(22) Verify officers' compensation and expense account
data and complete Schedule m.
(23) If assets were sold or exchanged during the year
consider investment credit and depreciation
recapture.
(24) Make adjustments for depreciable assets which are
obsolete, abandoned and/or out of service.
(25) Inquire whether the client can substantiate by
adequate records, as required under IRC Section 274(d),
expenses claimed for entertainment, entertainment
facilities, gifts, travel, conventions and Section
38 property (personal use of company autos, computers,
etc.).
(26) For assets placed in service after June 18, 1984, that
are used partly for business and partly for personal
use (i.e. - autos, computers, airplanes, boats):
- Determine that at least 50 percent of the use
is for business purposes before taking the
applicable investment tax credit.
- For autos placed in service or leased, deter
mine that the investment tax credit does not
exceed the $1,000 maximum allowed adjusted
proportionately for any personal use for autos
placed in service or leased before April 3,
1985; the maximum is $675 for autos placed in
service after April 2, 1985.
- For autos, determine that the depreciation
deduction does not exceed the maximum allowable
$4,000 in the first year and $6,000 in succeed
ing years adjusted for any personal use; these
amounts are reduced to $3,200 and $4,800, res
pectively, for autos placed in service after
April 2, 1985.

COMMENTS OR
EXPLANATIONS

CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
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NOT
DONE DONE N/A
(26) continued:

- For autos, determine that if business usage
is less than 50 percent, depreciation is com
puted using the mandatory five-year straight
line method.
- Determine that, for all other mixed-use prop
erty, if business usage is less than 50 per
cent, depreciation is computed using the man
datory 12-year straight line method.
- For leased vehicles and property, determine
business, investment and personal usages and
calculate appropriate income to be reported
by referring to IRS tables.
- Inquire whether taxpayer has kept the required
records indicating the business and personal
use of property.

(27) Consider switching to the reserve method of reporting
bad debts.
(28) If taxpayer maintains a pension and/or profit
sharing plan:
- Review the plan(s) to determine if they
are in compliance in light of changing
corporate circumstances and the recent tax
law changes
- Determine if the maximum deduction was
taken under the terms of the plan
- Determine if the contribution was made
prior to filing Form 1120
- Complete the required Form 5500
- If client has not contributed the maximum
contribution each year, calculate the unfunded
contribution carryover amount.
(29) Determine the method(s) of inventory valuation
used by the taxpayer.
(30) If officers used company automobiles personally,
determine if reimbursement has been made to the
company and document how the amount was computed.
(31) Determine that all contributions are to organi
zations recognized by the Treasury.
(32) Consider the contribution limitation.
carryover amounts.

Record any

COMMENTS OR
EXPLANATIONS

CORPORATION TAX RETURN PREPARATION AND REVIEW CHECKLIST-1985
Page Five
Client Name _ ___________________________________________

NOT
DONE DONE N/A

(33) Consider the following restrictions on:
- Contributions of appreciated ordinary
income property
- Contributions to private foundations
- Contributions of property unrelated to
the charity’s exempt purpose.
(34) Obtain copies of minutes authorizing accrual of
charitable contributions.
(35) If a net operating loss deduction is claimed,
prepare a supporting schedule to be attached to
the return.

(36) If there is a net operating loss in the current
year, consider the election to forego the
carryback.

(37) Determine if alternative tax is applicable.
(38) If corporation is not on a calendar year, consider
the changing tax rates when computing income tax.
(39) If taxpayer has tax preference items, complete
Form 4626.
(40) Determine if taxpayer is eligible for the
following tax credits:
- Foreign tax credit
- Investment credit
- Determine if investment tax credit should
use the regular percentage or elect Section
48(q) to reduce credit
- ESOP credit
- Alcohol fuel credit
- Jobs credit
- Credit for increasing research activities
- Orphan drug credit
- Possession tax credit.
(41) Obtain copies of elections by lessors to pass the
investment tax credit through to lessees of
qualified investment credit properly.
(42) Reconcile fixed asset acquisitions for the year
to Form 3468.
(43) For investment tax credit purposes, consider the
"at risk" limitation provisions.

(44) Determine if taxpayer is subject to personal
holding company tax.
(45) Determine if taxpayer is subject to accumulated
earnings tax.

COMMENTS OR
EXPLANATIONS
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(46) If estimated tax deposits are less than 80% of
the tax liability, prepare Form 2220.

(47) Set up estimated tax payments for the following
year.
(48) Prepare state tax returns.

(49) Compile apportionment data.
(50) Attach extension requests to the tax returns.
(51) Prepare filing instruction letter to client.

(52) Prepare Form 1139 for carrybacks.
(53) If this is a consolidated tax return:
- Attach Form 851
- Attach Form 1122, only for member’s first
year
- Attach master apportionment schedule.
(54) If this is a first-year return, make the following
elections:
- Method of accounting for bad debts
- Method of accounting for organization expense
- Cash vs. accrual method
- Election to amortize business start-up costs
- Election to expense intangible drilling costs
- Section 351, Statement of Transferred Assets,
where applicable.
(55) Cross reference the following items to the prior
period return:
- Schedule L beginning balances to prior year's
ending balances
- Schedule M-2 beginning retained earnings to
prior year's ending balance
- Detail listings Schedule L beginning balances
to prior year's detail listings ending
balances
- Beginning balance bad debt reserve to prior
year's ending balance
- Page 1, Line 32(a) current year to Page 1,
Line 36 prior year.

(56) Cross reference the following items within the
current year return:
- Total assets from Schedule L to Page 1, Item F
- Dividends from Schedule C to Page 1
- Officers' compensation from Schedule E to
Page 1

COMMENTS OR
EXPLANATIONS
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NOT
DONE DONE N/A
(56) continued:
- Bad debts from Schedule F to Page 1
- Depreciation from Form 4562 to Page 1
- Taxable income to Schedule D, alternative
tax computation
- Tax per Schedule D to Schedule J
- Tax per Schedule J to Page 1
- Taxable income from Page 1, Line 28 to
Schedule M-1, Line 10
- Net income per books from Schedule M-1,
Line 1 to Schedule M-2, Line 2
- Schedule of other income to Page 1
- Schedule of other deductions to Page 1
- Schedule of other current assets to Schedule L
- Schedule of other investments to Schedule L
- Schedule of other assets to Schedule L
- Schedule of other current liabilities to
Schedule L
- Schedule of other liabilities to Schedule L
- Total gain per Schedule D to Page 1
- Total per Form 4797 to Page 1
- Schedule J, Line 4(a) to Form 1118
- Schedule J, Line 4(b) to Form 5735
- Schedule J, Line 4(c) to Form 6765
- Schedule J, Line 4(d) to supporting schedule
- Schedule J, Line 4(e) to Form 6765
- Schedule J, Line 4(f) to Forms 3468, 5884, 6478,
8007,3800
- Schedule J, Line 8 to Form 4255
- Line 32(d) to Form 7004 and 7005
- Line 1, Schedule A to Schedule L, prior year
- Line 6, Schedule A to Schedule L, current year
- Line 7, Schedule A to Page 1.

(57) Recent legislation provides for a penalty to be
imposed where a taxpayer makes a substantial under
statement of his or her tax liability. For corpora
tions other than Sub "S" corporations and personal
holding companies, a substantial understatement
exists when the understatement exceeds the greater
of (a) 10% of the tax required to be shown on the
return, or (b) $10,000. Taxpayers may seek to avoid
all or part of the penalty by showing (1) that they
acted in good faith and there was reasonable cause
for the understatement, (2) that the understatement
was based on substantial authority, or (3) that
relevant facts affecting the item's tax treatment
were adequately disclosed on the return. All items
of income and deductions shown on the return should
have the required substantiation in order to answer
any questions if audited by the taxing authorities.
Consider if a substantial understatement of income
tax could result from a disallowance of any deduction
of loss item on the return.
If so,

COMMENTS OR
EXPLANATIONS
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NOT
DONE DONE N/A
(57)

continued:
A. Does substantial authority exist for the
deduction or loss item in question?
B. Is the item a tax shelter for purposes of
Section 6661?
C. Advise client of 10% penalty in writing.

(58) Advise client to update corporate minute book and
provide copies for our file.

(59) Determine whether the Company has filed all the
informational returns (1099's) and whether they have
included the personal use portion of the Section 830
property in the employee's W-2. The filing require
ment penalties in this area are significant, and the
client should be appraised of his obligations if it
is deemed necessary.
Comments or Explanations:

COMMENTS OR
EXPLANATIONS

